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Average exchange rate 
for Jan.-Dec. 1973 
U.S. $1.00 = HK$5.141 
KEY ECONOMIC INDICATORS 


D 
% Change 
B C C Over B 
Item 1972 1973 in HK $ 


INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices 4.06 Dood 
GDP @ 1966 Prices a 2.96 3.90 
Per Capita GDP, Current Prices 1,029 L325 
Production (Exports) Maj Mfg Items 
Textiles and made ups 277.7 461.0 
Clothing 1,084.2 1,449.9 
Plastics: Toys iv7.> 225.6 
Flowers 74,1 93.0 
Electronics: Transistor radios 163.0 223.3 


Components 133.8: 195.9 
Footwear - 33.9 51,8 


Tourist Arrivals, Civilian "000 1,082.3 1,292.0 
Average Daily Industrial Wage 1964=100 219 246 
Registered Industrial Employment 1/ ‘000 611 622 
Registered Industrial Vacancies 1/ 20 13 
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MONEY AND PRICES, end of period 


Money Supply 2/ 

Bank Deposits 

Bank Loans 

Banks' Prime Lending Rate 

Public Debt (3/73) $ mil 

General Consumers' Price Index 3/ 1964=100 

BALANCE OF PAYMENTS AND TRADE 

Foreign Exchange Reserves 4/ $ bil A LA 2. 

Balance of Trade i ge - .4 a 

Domestic Exports, FOB 64 Lae Zo4 a 
U. S. Share $ mil 958.6 1,086.3 1.32746 

Re-exports, FOB re 573.4 736.9 1,269.2 
U. S. Share is 50.9 64.6 89.7 

Imports, CIF $ bil 3.4 a9 5.6 
U. S. Share $ mil 425.6 460.2 720.1 
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Main trade with U. S. ($ mil): 1973 Exports to U. S. (FOB) -- Textiles and 
clothing: 528; electrical machinery and appliances: 293; plastic toys and 
dolls: 125; plastic flowers: 79; luggage: 33. Imports from U. S. -- Electrical 
machinery and appliances: 138; non-metallic mineral manufactures (diamonds): 
83; non-electrical machinery and air conditioners: 55; textile fibers: 48; 
fruits and vegetables: 5l. 


Footnotes: Quarterly average. 


1/ 2 
3/ Yearly averages. 4 


/ Notes in circulation plus demand deposits. 
/ Estimate, 





Principal UeSe exports to Laos in 1972 were transport equipment ($2+2 million), 
non-electrical machinery — million), cereals, flour, etce ($1lel million), 
and electrical machinery ($0e5 million 


NOTE: Although the statistics above were compiled primarily from official 
Royal Government of Laos (RLG) publications, data from different sources 
may vary by large magnitudese No national accounts or balance of 
payments data is available for Laos, and most published data on Laos 
has problems of omission, estimation, definition, and reliability. 


1/ USIP — UeSe Import Programe 


2/ BNL — National Bank of Laos; FEOF - Foreign Exchange Operations Funde 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Business Climate -- Bloody but Unbowed 


In the Chinese Zodiac, 1974, the Year of the Tiger, calls 
for a sober and prudent attitude toward one's affairs. And 
this is not an inaccurate description of the current outlook 
of the average Hong Kong businessman. In his view, 1974 will 
be a year of modest growth. Looking back on the events of 
1973 -- currency fluctuations, raw material shortages, in- 
flation and the oil crisis -- he may wonder how he survived 
at all. But he did, and rather well. Looking to the future, 
he sees the continuation of some of these same problems but 
he is relieved to see the lifting of the oil embargo. His 
relief stems not so much from the fact that he will be able 
to meet his own energy and raw materials needs but from the 
better prospects for economic activity in his markets, for 
Hong Kong lives by its exports and they are governed by 
foreign demand. 


On the negative side, inflation continues to be serious (the 
price index rose by 7.6% in the first two months of 1974) and 
raw materials supplies are still spotty in some sectors. Money 
is still tight and some small producers are going to the wall. 
The prospects for stable international currency parities are 
less than slim. Hong Kong is very sensitive to the exclusion 
of its textiles and footwear from the EEC preference scheme. 
Competition from other producers in the area is perceived to 
be stiffer. 


Psychologically, the civic tone of the Colony seems to have 
declined. The common problem of inflation has sharpened 
appetites rather than drawing the community together. There 
is a preoccupation with crime and corruption, heightened by 
somewhat lurid press accounts. There is talk -- as there 
has been ever since the 1967 riots -- of a long hot summer 
with social unrest. The imaginative programs of the Governor 
to enhance housing, education and social welfare have yet to 
emerge from a welter of planning papers and cost estimates. 
There are increasing demands, not only from Western intel- 
lectuals, that the government set aside its laissez faire 
approach and do more to combat inflation and foster trade. 


On the positive side, Hong Kong has never enjoyed a better 
relationship with the PRC. The PRC is building oil storage 
facilities to serve the Hong Kong market and is investing in 
cargo facilities. The re-export of Chinese goods is again 
becoming a major factor in Hong Kong's trade. Commodity 





prices are expected to decline and food prices at least 
to stabilize. There are more optimistic reports about 
the economies of North America and Western Europe. To 
date, labor has not made the sorts of wage demands that 
could price Hong Kong out of its markets. The HKG's ex- 
tensive plans for housing and a mass transit system are a 
gauge of long term confidence in the Colony's viability. 
Despite its problems, Hong Kong will survive the Year of 
the Tiger. 


Exports -- A Pleasant Surprise After All 


Domestic Exports rose by 28% in 1973, a figure that is 
reminiscent of the post-1967 export surge. The major por- 
tion of this rise is attributable to increased raw material 
costs. Even so, the quantity increase was 7.2%, the highest 
figure since 1970. There was considerable concern, in the 
middle of the year, that demand in Hong Kong's markets would 
not absorb such sharp price increases. On the contrary, by 
the year's end, Hong Kong's terms of trade had improved 
slightly over 1972. This has not been without its psychologi- 
cal cost, in that manufacturers' orders are not booked as far 
in advance as in previous years. 


The product lines exported continued to be concentrated 
along the patterns of recent years. Textiles and garments 
accounted for half of all exports, followed by electronic 
appliances and components (13%) and plastic toys and dolls 
(7%). Sales of footwear and wigs, which were once important 
exports, have continued to decline. 


Markets, too, continued to be fairly concentrated although 
there was some marginal progress towards diversification. 
The US, which as recently as 1971 accounted for 42% of 

Hong Kong's exports, absorbed 35% in 1973. Exports to the 
US rose by less than 2% in quantity and slightly more than 
11% in HK$ value. The UK share of the market remained 
virtually unchanged (14.5%) while West Germany's fell mar- 
ginally (9.8%). The most buoyant market was Japan where 
Hong Kong's exports rose by 122% to change the market share 
from 3.1% to 5.5%. 


Re-exports increased by 57% to US$1.3 billion, i.e., one- 
third the level of domestic exports. The rising share of 
re-exports is generating renewed emphasis upon Hong Kong's 
traditional entrepot role. Almost 25% of Hong Kong's re- 
exports were of Chinese origin; the next largest suppliers 





The over-all deficit of Lao resources versus demands is still 
sharply apparent in terms of refugee support requirements, budgetary 
imbalance, a heavy foreign trade deficit, and continuing need for 
significant stabilization assistance, 


Agriculture 


For the second straight year the glutinous rice harvest in November 
1972 was well below that required to feed the population living in the 
non-Pathet Lao controlled area, Therefore, in addition to estimated 
imports of roughly 50,000 metric tons of milled rice required to feed 
the refugees and the military, the urban commercial market imported 
milled rice estimated at roughly 55,000 metric tons during 1973. The 
November 1973 harvest, due to a combination of ideal climatic conditions 
and additional area planted, was the best in 10 years; however, it is 
still only marginally sufficient and, with geography, demography, and 
the subsistence mentality of the Lao farmer aggravating a poor 
distribution system, substantial imports from Thailand will also be 
required in 1974, 


Relative to rice other crops are of minor importance in the overall 
economy; however, in certain areas corn, vegetables (tropical, sub- 
tropical, and temperate), cotton, tobacco, and coffee are grown 
commercially, and provide cash incomes well above the national average. 
None of these crops appears sufficient to satisfy current demand, 
either domestically or in the Thai market, 


Construction of a cassava pelletizing plant (with the capacity to 
produce 35 tons of pellets per day) was begun during 1973. The 
sericulture industry (a traditional artisanal activity) has continued 
to grow in size and technical sophistication in recent years, Studies 
in the past have indicated possible potential in domestic production 

of sugar and peanut oil, canning of pineapple and vegetables, and 
growing of kapok and kenaf. Some interest has also been expressed in 
paper and pulp mill potentials, Currently the Lao Government seems 
most interested in re-constituting the herds of cattle and buffalo in 
the mountain areas north of Vientiane, and in developing the agricultural 
potential of the Vientiane Plain in order to reduce the estimated 10 
to 15 million dollars annual requirement for imported Thai foodstuffs, 


There is little likelihood that Laos will soon achieve any major 
breakthrough in solving the problem of feeding itself, for, in addition 
to the subsistence orientation of the farmers, the Lao are not yet able 
to effectively compete with Thai producers who enjoy lower production 
costs, a better communications and transportation system, and are 

often more advantageously located to the Lao urban markets, 





In addition to assistance from the United Nations and two private 
groups, eight nations, providing material and technicians, are aiding 
the Lao Government in the agricultural sector, 


Lumber and Tin Exports 


Responding to rising world lumber prices, lumber exports from Laos are 
estimated to have exceeded 50,000 cubic meters in the first half of 
1973, and reportedly reached twice that amount in the second half of 
the year (no accurate export figures are available since a large part 
of the lumber is smuggled). The National Bank of Laos recorded the 
value of lumber exports at $3,152,000 for the year 1973, but the actual 
market value is estimated to be in excess of $6 million. 


The production of tin concentrate from the Phon Tiou and Nong Sun 
mines continued at a high level, spurred by rising market prices. A 
total of 1,824 metric tons of concentrate, equal to 750 tons of pure 
tin, were produced in 1973. This volume was down slightly from last 
year's 1,904 tons, but rising price levels more than made up the 
difference, A substantial amount of new and replacement machinery has 
been installed in the two mines during the year, and with sizeable 
reserves of ore, tin should continue to be one of the major export 
products of Laos for many years to come, 


Local Industries 


Industry in Laos expanded significantly in 1973 with the opening of 
four new factories, and several more are planned, Those which began 
operations during the year were a $3,5 million brewery and Coca-Cola 
bottling plant using mostly French equipment, a Pepsi-Cola bottling 
plant using American equipment, a plywood factory equipped from Taiwan, 
and a steel roofing sheet factory with technical assistance, equipment, 
and financing from Japan, In addition, a coal mine began operations 
early in 1974 near Vang Vieng, Expected to be completed during the 
coming year are a cement plant, a wood flooring plant, a slaughterhouse 
and a fibro-cement factory, 


In addition to replacing traditional imports, the new factories have 

a limited capacity for export production, Plywood is already being 
exported, and both beer and roofing sheets may be sold in northeast 
Thailand in the near future, The new factories enjoy liberal benefits 
under Lao investment laws, including tax breaks and in some cases 
protection against competing imports. 





the acquisition of the UK company, Reunion Properties, by 
Jardine Matheson, and the pull of very high Eurodollar and 
sterling interest rates through much of the year compared 

to local rates. Foreign capital was clearly moving out of 
the local stock market well before prices peaked in March. 
Jardine's purchase was partly financed by a stock issue in 
Hong Kong. Interest rate movements are sluggish in Hong 
Kong because, with no money market to speak of, they reflect 
bank lending rates. But in June and thereafter, "prime" 
rates (Banks' Agreed Best Lending Rate) began to move up 
rapidly from 7.5% to 9.75% by September, where it has remained. 
Prevailing interest rates are still lower than in other mar- 
kets in the Far East. 


Money has been considered tight in Hong Kong for some months. 
In addition to capital outflow, the collapse of the stock 
market reduced sharply the value of collateral in the form of 
securities in the hands of the banks. Similarly, the freeze 
of rents and subsequent control legislation passed in December, 
snipped off the real estate boom and leveled off prices of the 
other major collateral instrument. 


Given the relatively high advances/deposits ratio of 89% at 
end of 1973 (compared to 72% a year ago), the outlook is for 
cautious lending policies until either an upsurge in export 


orders or an inflow of capital improves the banks' basic 
lending capacity. Foreign markets do not appear as buoyant 

as in the past, nor are there the incentives for new invest- 
ment to supply them. Finally, in the one area of the economy 
that is relatively autonomous from the foreign trade sector -- 
construction -- it appears that activity is leveling off and 
the price of apartments is falling. This somewhat pessimistic 
forecast is rather widespread and is reflected in the continu- 
ing decline of the Hang Seng Index to the 300-350 range com- 
pared to an average of 500 in the last quarter of 1973 and 

a Similar level in 1972. Therefore, growth of credit and 
money supply this year should be rather low. 


Exchange Rate Movements 


The Hong Kong dollar is linked to the US dollar. The central 
rate is HK$5.085 to one US dollar with support points of 2-1/4% 
on either side, roughly a range from 5.20/1 to 4.97/l. Since 
October 1973 the Hong Kong dollar has maintained an almost 
unchanging relationship to the US dollar, just below the cen- 
tral rate of 5.08, i.e., 5.05-5.07/1. Considering that the US 
dollar appreciated sharply in the period up to the end of 
January and subsequently depreciated abruptly, the way the 
Hong Kong currency has followed is remarkable. No interven- 
tion by the authorities is known to have taken place. One 
explanation for its strength is the continuing tightness of 





money. Its value vis-a-vis other currencies has changed with 
the US dollar. The calculation of its trade-weighted effec- 
tive exchange rate indicates an appreciation to the end of 
1973 of 4%. More recently, it has declined again probably 

to approximately the level of March 1973. 


Inflation: Hong Kong's Least Popular Import 


Although residents of the US suffered an 8.8% increase in 
their cost of living in 1973, they may be able to spare a 
tear for Hong Kong. The General Consumer Price Index (GCPI) 
rose by 26.5% between December 1972 and September 1973. It 
then declined slightly for an annual increase of 19%, or 
slightly double the US rate. 


This was the worst bout of inflation suffered since the 
second World War. Prior to 1973, the worst inflation in 
recent memory was in 1970 (7%) but whereas wages rose by 
about 17% in 1970, they rose by only 15% in 1973, pushing 
real wages back to the mid-1971 level. For a number of 
years, a few observers have claimed that labor's share of 
national income has been shrinking. The 1973 statistics 
provide the first easily-grasped evidence for this conten- 
tion. How labor reacts to this situation will be an im- 
portant determinant of economic performance in 1974. To 
date, a slack employment situation (chiefly among un- 
registered, small firms) has moderated wage demands. A 
renewed surge of industrial activity, however, could bid 
up wages at a record rate. 


The chief factor in the GCPI is food, which has a weight of 
48% and which rose by 25% in 1973. Although world food 
prices rose substantially in 1973, Hong Kong was particu- 
larly affected by the new pricing policy of the PRC which 
supplies half of the Colony's food and which had sold per- 
ishables to Hong Kong at prices substantially below the 
world market until 1973. By the beginning of 1974, there 
was serious discussion in Hong Kong of abandoning the tra- 
ditional Chinese reliance on fresh cooking ingredients. 
While the prospect of Chinese cuisine descending to the 
level of the TV dinner might induce a wry smile, local rice 
prices were no laughing matter. Rice rose by 80% during 
1973, and by a further 30% during the first three months 

of 1974. The public outcry against the alleged manipulation 
of supplies was such that, in March, the Hong Kong Govern- 
ment both increased rice import quotas and permitted depart- 
ment stores and other new outlets to retail rice. 


If food was a problem for the housewife, industrialists had 
their share of headaches as raw material costs soared. Raw 





It is anticipated that during CY 1974 work will commence on the Second 
Phase of the Nam Ngum Hydropower Project. A multilateral fund of nine 
donors will finance the estimated project cost of $24.4 million with 

the United States contributing $5.0 million in the form of a concessional 
loan to the multilateral fund which will be administered by the Asian 
Development Bank, The Nam Ngum II Project will expand the generating 
capacity from the present capacity of 30 megawatts to 110 megawatts, 

with construction work estimated to begin by the end of CY 1974 and 

to be completed by the first part of CY 1978, 


Prospects for Peacetime Development 


In a peacetime atmosphere, Laos will be able to turn its attention 

more fully to economic development. Although many Lao businessmen 

believe that under a more efficient peacetime administration local 
business may be somewhat less profitable as tax collections increase 

and corruption is reduced, numerous opportunities hitherto precluded 

by the war situation can now be examined and developed. The opportunities 
in peacetime for thorough surveys of Lao mineral resources such as tin, 
iron, and potash could result in the discovery of new commercially 
exploitable deposits, bringing about increased foreign investment to 
develop these resources and a rapid improvement in the Lao export-import 
balance, The opening of several new and modern factories in the past year, 
and the planning and construction of various others, reflects a 
significant amount of commercial confidence in the economic future of 

Laos in spite of current uncertainties, In addition, the new factqies 
and (hopefully) growing agricultural sector income represent an expanding 


market for American machinery and supplies of essential materials and 
consumer goods, 


The planned demobilization of several thousand Lao soldiers in the near 
future should assure an ample supply of unskilled labor for industrial 
development on a limited scale, Most of these veterans will probably 
return to their village homes, but the Lao government is encouraging 
industries to hire those who seek employment in the cities, There are 


no labor unions at present but organization of industrial workers may 
occur in the next few years. 


The construction of the new road from Vientiane to Long Tieng in Xieng 
Khouang Province will further the development of that region and the 
mineral resources it is believed to contain, An agreement with South 
Vietnam in April 1973 could eventually provide Laos with access to port 
facilities in Saigon and Danang if Route 9 can be re-opened to 

commercial traffic (which, however, is unlikely anytime soon), giving 
Laos an alternative to transshipping all goods through Thailand, Air 
transportation is being reorganized on a more efficient basis under Royal 
Air Lao, which now has a virtual monopoly on domestic flights and is 
planning to expand its international services, 





three months) and, for the first time in a decade, the 
US merchandise account deficit actually decreased. To 
appreciate the scope of this turnaround, it is well to 
remember that the deficit has been increasing by about 
US$100 million per annum since 1967. 


Although electronic components and air conditioners did 

very well in 1973, the largest increases (both in absolute 
amounts and in percentage jumps) were registered for agri- 
cultural products. Sales of grain products rose by US$35 
million, while sales of raw cotton totaled some $40 million. 
Sales of unset diamonds rose by one-third and sales of plastic 
materials (particularly polysterene, polyester, PVC, and poly- 
ethelene) rose to $38 million. In the cases of cotton and 
plastics, US sales were stimulated by short-falls from tra- 
ditional suppliers (Pakistan and Japan, respectively). It 

is often said that Hong Kong traders have short memories 

and will switch suppliers whenever the price is right. On 

the other hand, 1973's shortages have demonstrated the ad- 
vantages of dependable suppliers and, with consistent pricing 
and regular deliveries, US suppliers can hold a large part 

of this market. 


The October 1973 American Fortnight which promoted US con- 
sumer goods was very successful. It generated US $10 million 
in incremental sales during the event and subsequent sales 

at sustained high levels. It restored credibility to US 
consumer goods, including household appliances and fashion 
garments, which have for too long been popularly imagined to 
be outside the budget of the average Chinese household. The 
Fortnight also awakened the interest of many US exporters 

in Hong Kong's market. 


Other US products with good prospects in the coming year are: 


textile machinery; printing and graphic arts eguipment; con- 
struction supplies and equipment; food processing and pack- 
aging equipment; radio and television surveillance equipment; 


paper products; hotel supplies; and materials handling equip- 
ment. With the government's extensive public works program, 


there is an excellent opportunity for US firms to market 
services, particularly engineering and design. 


Investment More Welcome than Ever 


With high labor costs, the Hong Kong economy must move into 
more capital-intensive production to remain competitive. The 
HKG has demonstrated an increasing desire for medium and high 


technology industrial investments, particularly those that 
will spin off productive and managerial know-how. Although 








